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In s titu te  p o licy . R eproduction  o f these m aterials w ith o u t p r io r approval o f the A IC P A  is p ro h ib ite d .
1TREASURY, DEPARTMENT OF
A Guide t o  th e  Model Amendments f o r  Employee P lan s  w i l l  be a v a i la b le  a f t e r  5 /21/87  ,
a c c o rd in g  t o  a  r e c e n t  anno u n cem en t b y  th e  IRS. The G uide, P u b l i c a t i o n  1334,
c o n ta in s  th e  fo u r  model amendments p re v io u s ly  p u b lish e d  in  IRS N o tice  87-2. The 
Guide o f f e r s  p la n  sponsors fo u r amendments th e y  may use a s  models t o  conform  t h e i r  
p la n s  t o  t h e  r e q u ir e m e n ts  o f  t h e  Tax R eform  A ct o f  1986 t h a t  r e l a t e  t o  p la n  
q u a l i f i c a t i o n s  u n d e r  s e c t i o n  401(a) o f  t h e  I n t e r n a l  Revenue Code. They a r e  
e f f e c t i v e  f o r  p la n  y e a r s  b e g in n in g  b e f o r e  1 /1 /8 9 . A lth o u g h  s p o n s o rs  n eed  n o t  
amend t h e i r  p la n s  t o  m eet th e  TRA ’86 req u irem en ts  b e fo re  1989, th e y  m ust b eg in  to  
comply w ith  c e r t a in  p ro v is io n s  o f  th e  new law  b e fo re  th en , acco rd in g  to  th e  IRS. 
P u b l i c a t i o n  1334 may be  o b ta in e d  b y  c a l l i n g  th e  num ber l i s t e d  in  th e  te le p h o n e  
d i r e c to r y  under I n te r n a l  Revenue S e rv ic e , Forms.
R evised tem porary  re g u la t io n s  r e l a t i n g  t o  th e  re d u c tio n  o f  a  ta x p a y e r 's  overpaym ent by
th e  amount o f  any p a s t-d u e  l e g a l ly  e n fo rc ea b le  d e b t owed t o  a  F e d e ra l agency and
r e f e r r e d  t o  t h e  IRS f o r  o f f s e t  h av e  r e c e n t l y  b e e n  i s s u e d  b y  th e  IRS (se e  th e
5 /13 /87  Fed. Reg., pp. 17949-51). (The tem porary  re g u la t io n s  w ere f i r s t  p u b lish ed  
in  th e  9 /3 0 /8 5  F ed . Reg.) The te m p o ra ry  r e g u l a t i o n s  r e q u i r e  t h a t  p r i o r  t o  
r e f e r r i n g  th e  d e b t  t o  t h e  IRS, t h e  ag en cy  m u s t make a  " re a s o n a b le  a t te m p t"  t o  
n o t i f y  t h e  d e b to r  t h a t  th e  d e b t  i s  p a s t  due and t h a t  i t  w i l l  be  r e f e r r e d  t o  th e  
IRS. The F ed e ra l agency m ust g iv e  th e  d e b to r  60 days t o  p re s e n t  ev idence th a t  a l l  
o r  p a r t  o f  t h e  d e b t  i s  n o t  p a s t  due o r  l e g a l l y  e n f o r c e a b le  and  c o n s id e r  any  
ev idence p re se n te d  by  th e  tax p ay e r. A d d itio n a lly , th e  tem porary  r e g u la t io n s  waive 
t h e  r e q u ir e m e n t  t h a t  a  d e b t  b e  r e f e r r e d  t o  a  co n su m er r e p o r t i n g  a g en cy  i f  th e  
co n su m er r e p o r t i n g  a g en cy  w ould  b e  p r o h i b i t e d  fro m  m aking  a  co n su m er r e p o r t  
re g a rd in g  th e  d eb t o r  i f  th e  amount o f  th e  d e b t does n o t exceed $100. L a s tly , th e  
r e g u l a t i o n s  c o n ta i n  a  r e q u i r e m e n t  t h a t  a g e n c ie s  r e f e r r i n g  d e b ts  t o  th e  IRS f o r  
o f f s e t  a f t e r  6 /3 0 /8 6  h a v e  r e g u l a t i o n s  g o v e rn in g  th e  F e d e r a l  t a x  re fu n d  o f f s e t  
p ro g ram , a d m i n i s t r a t i v e  o f f s e t  and  s a l a r y  o f f s e t .  The am ended te m p o ra ry  
r e g u l a t i o n s  a l s o  a c t  a s  a  n o t i c e  o f  p ro p o s e d  ru le m a k in g  and  com m ents a r e  
r e q u e s te d  by  7 /1 3 /8 7  ( s e e  t h e  5 /1 3 /8 7  F ed . Reg, pp. 17989-90 ). I f  f u r t h e r  
in f o r m a t io n  i s  n eed ed  a f t e r  r e a d in g  th e  te m p o ra ry  r e g u l a t i o n s  o r  n o t i c e  o f  
proposed ru lem aking , p le a s e  c o n ta c t  Sharon L. H a ll a t  202/566-3288.
The 1987 f i l i n g  season  was d e sc r ib e d  a s  "one o f  th e  b e s t  we have ev er had" by IRS
Com m issioner Lawrence B. G ibbs in  an ad d re ss  t o  th e  S p rin g  M eeting o f  th e  AICPA
Tax D iv i s io n . He s a id  t h e  s u c c e s s f u l  s e a so n  w as "v e ry  im p o r ta n t"  f o r  tw o
d i f f e r e n t  r e a s o n s .  F i r s t ,  h e  s a i d ,  t h i s  f i l i n g  s e a s o n  w i l l  go down a s  a n o th e r  
r e c o r d b r e a k e r  i n  te rm s  o f  num ber o f  r e t u r n s  r e c e iv e d ,  th e  r a t e  a t  w h ich  th e  IRS 
p ro cessed  them , and th e  speed w ith  which th e  IRS is su e d  re fu n d  checks. But more 
im p o r ta n t ly ,  h e  s a id ,  1987 w as "b o th  an  e n d in g  and  a  b e g in n in g ."  He s a id  i t  was 
an  "end t o  a  t a x  sy s te m  t h a t  t a x p a y e r s  i n c r e a s i n g l y  p e r c e iv e d  a s  u n f a i r .  And a  
beg in n in g  in  te rm s o f  th e  unique p a r tn e r s h ip  o p p o rtu n ity  fo r  tax p ay e rs , th e  IRS, 
and p r a c t i t io n e r s  to  work to g e th e r  t o  r e s to r e  th e  r e s p e c t  and con fidence  in  our 
ta x  system ." Commenting t h a t  " ta x  re fo rm  changed many o f  th e  ru le s ,"  Com m issioner 
G ibbs s a i d  h e  th o u g h t th e  IRS and  th e  c o u n try  "can  b e n e f i t  t r e m e n d o u s ly  from  an  
u n d ers tan d in g  o f  th e  p r in c ip le s  o f  ta x  reform ." He cau tioned , however, t h a t  " th e  
n e x t few months a re  c r i t i c a l . "  The IRS, he  s a id , i s  m easuring i t s  im p lem en ta tion  
o f  th e  t a x  b i l l  a g a i n s t  f o u r  m a jo r  g o a ls ,  "each  o f  w h ich  i s  d i r e c t l y  r e l a t e d  t o  
our custom er s e rv ic e  commitment." The g o a ls  in c lu d e  a d v is in g  tax p ay e rs  o f  m ajor 
ch an g es  i n  th e  law  " t h a t  a r e  l i k e l y  t o  a f f e c t  t h e i r  t a x  l i a b i l i t i e s ; "  p r o v id in g  
" h ig h -q u a lity  form s, p u b lic a t io n s  and guidance" on an  as-needed  b a s is ;  g ea rin g  up
2fo r  a  "sm ooth-running" 1988 f i l i n g  season; and "prom ptly  and a c c u ra te ly  ad d re ss in g  
p o s t - f i l i n g  e x a m in a t io n ,  c o l l e c t i o n  and  g e n e r a l  p rob lem  re s o lu t io n  q u e s tio n s ."  
Comm issioner Gibbs s ta te d ,  "The way we im plem ent ta x  re fo rm  w i l l  c l e a r ly  a f f e c t  
o u r  c h a n c e s  f o r  s u c c e s s ."  In  a d d i t i o n ,  i n  re s p o n s e  t o  a  q u e s t i o n  o f f e r e d  a t  t h e  
m eeting, Commissioner Gibbs s a id  th e  agency w i l l  soon announce th e  a v a i l a b i l i t y  o f  
d r a f t s  o f  1987 p e r s o n a l  t a x  fo rm s . D r a f t s  o f  o th e r  r e v i s e d  fo rm s  and 
i n s t r u c t i o n s  w i l l  be  i s s u e d  in  Ju n e  and  J u ly .  The IRS, C o m m issio n e r G ibbs t o l d  
th e  group, i s  look ing  fo r  comments and c o n s tru c tiv e  su g g es tio n s  on th e  form s. He 
no ted  t h a t  i t  w i l l  be th e  e a r l i e s t  th e  agency h a s  re le a s e d  new form s.
SPECIAL: TREADWAY COMMISSION'S  RECOMMENDATIONS FOR THE INDEPENDENT PUBLIC ACCOUNTANT
Nine recom m endations re g a rd in g  th e  independen t p u b lic  a c c o u n ta n t's  r o le  in  d e te c t in g
fra u d u le n t f in a n c ia l  r e p o r t in g  w ere made by th e  N a tio n a l Commission on F rau d u len t
F in a n c i a l  R e p o r t in g  i n  i t s  E x p o su re  D r a f t . The C om m ission , c h a i r e d  b y  Jam es  C. 
Treadway (by whose name th e  Commission i s  f r e q u e n tly  known), re le a s e d  i t s  Exposure 
D ra ft l a s t  month (see  th e  5 /1 /8 7  Wash. R pt.).
The re c o m m en d a tio n s  o f  t h e  C om m ission  a r e  a s  f o l l o w s :  1 ) The A u d it in g  
S tandards Board (ASB) shou ld  r e v is e  s ta n d a r d s  t o  r e s t a t e  t h e  in d e p e n d e n t  p u b l i c  
a c c o u n ta n t 's  r e s p o n s i b i l i t y  f o r  d e t e c t i o n  o f  f r a u d u le n t  f i n a n c i a l  r e p o r t i n g ,  
r e q u ir in g  th e  acco u n tan t t o  A) ta k e  a f f i r m a t iv e  s te p s  in  each a u d i t  t o  a s s e s s  th e  
p o te n t ia l  fo r  such re p o r t in g  and B) d e sig n  t e s t s  t o  p ro v id e  rea so n ab le  a ssu ran ce  
o f  d e te c tio n . The Exposure D ra ft f u r th e r  recommends t h a t  th e  re v is e d  s tan d a rd s  
should  in c lu d e  guidance fo r  a s s e s s in g  r i s k s  and p u rsu in g  d e te c t io n  when r i s k s  a re  
id e n t i f ie d .  2) The ASB should  e s ta b l i s h  s ta n d a rd s  t o  r e q u ire  independent p u b lic  
acco u n tan ts  to  p e rfo rm  a n a ly t ic a l  rev iew  p ro ced u res  in  a l l  a u d i t  engagem ents and 
shou ld  p ro v id e  im proved gu idance  on th e  a p p ro p r ia te  use  o f  th e s e  p roced u res . 3) 
The S e c u r i t ie s  and Exchange Commission (SEC) shou ld  re q u ire  independent p u b lic  
a cco u n tan ts  t o  rev iew  q u a r te r ly  f in a n c ia l  d a ta  o f  p u b lic  com panies b e fo re  r e le a s e  
t o  th e  p u b l i c .  4) The AICPA's SEC P r a c t i c e  S e c t io n  s h o u ld  s t r e n g th e n  i t s  p e e r  
rev iew  program  by in c re a s in g  rev iew  o f  a u d i t  engagem ents in v o lv in g  p u b lic  company 
c l i e n t s  new to  a  f irm . In  a d d it io n , fo r  each  o f f ic e  s e le c te d  fo r  p e e r  rev iew , th e  
f i r s t  a u d i t  o f  a l l  su ch  new c l i e n t s  s h o u ld  b e  re v ie w e d . 5) The AICPA's SEC 
P ra c tic e  S e c tio n  req u irem en t fo r  a  co n cu rrin g , o r  second p a r tn e r ,  rev iew  o f  th e  
a u d i t  r e p o r t  sh o u ld  be  r e v i s e d  a s  p a r t  o f  an  o n g o in g  p r o c e s s  o f  re v ie w  o f  t h i s  
req u irem en t. S tan d ard s  fo r  th e  co n cu rrin g  rev iew  shou ld , among o th e r  th in g s , A) 
r e q u ire  co n cu rrin g  rev iew  p a r tn e r  involvem ent in  th e  p lan n in g  s ta g e  o f  th e  a u d i t  
in  a d d it io n  to  th e  f i n a l  rev iew  s ta g e , B) s p e c ify  q u a l i f i c a t io n s  o f  th e  co n cu rrin g  
re v ie w  p a r t n e r  t o  r e q u i r e  p r i o r  e x p e r ie n c e  w i th  a u d i t s  o f  SEC r e g i s t r a n t s  and  
f a m i l i a r i t y  w i th  th e  c l i e n t ' s  i n d u s t r y ,  and  C) r e q u i r e  t h e  c o n c u r r in g  re v ie w  
p a r tn e r  to  c o n s id e r h im s e lf  a  p e e r  o f  th e  engagement p a r tn e r  f o r  pu rposes o f  th e  
r e v i e w .  6 ) P u b l i c  a c c o u n t i n g  f i r m s  s h o u ld  r e c o g n i z e  a n d  c o n t r o l  t h e  
o rg a n iz a t io n a l  and in d iv id u a l  p re s su re s  t h a t  p o te n t i a l ly  reduce  a u d i t  q u a l i ty .  7) 
The ASB sh o u ld  r e v i s e  t h e  a u d i t o r 's  s ta n d a r d  r e p o r t  t o  s t a t e  t h a t  t h e  a u d i t  
p r o v id e s  r e a s o n a b le  b u t  n o t  a b s o lu t e  a s s u r a n c e  t h a t  t h e  a u d i te d  f i n a n c i a l  
s ta te m e n ts  a re  f r e e  from  m a te r ia l  m iss ta te m e n ts  a s  a  r e s u l t  o f  frau d  o r  e r r o r .  8) 
The ASB s h o u ld  r e v i s e  t h e  a u d i t o r 's  s ta n d a r d  r e p o r t  t o  d e s c r ib e  th e  e x t e n t  t o  
which th e  independent p u b lic  a cco u n tan t h a s  rev iew ed  and e v a lu a te d  th e  system  o f  
i n t e r n a l  a c c o u n tin g  c o n t r o l .  The ASB a l s o  s h o u ld  p ro v id e  e x p l i c i t  g u id a n c e  t o  
a d d re s s  th e  s i t u a t i o n  w h e re , a s  a  r e s u l t  o f  h i s  k n o w led g e  o f  t h e  com pany 's  
in te r n a l  acco u n tin g  c o n tro ls ,  t h e  in d e p e n d e n t  p u b l i c  a c c o u n ta n t  d i s a g r e e s  w i th  
m an ag em en t's  a s s e s s m e n t  a s  s t a t e d  in  th e  p ro p o se d  m an ag em en t's  r e p o r t .  9) The 
AICPA s h o u ld  r e o r g a n iz e  t h e  ASB t o  a f f o r d  a  f u l l  p a r t i c i p a t o r y  r o l e  i n  th e  
s t a n d a r d - s e t t i n g  p r o c e s s  t o  k n o w le d g e a b le  p e r s o n s  who a r e  a f f e c t e d  b y  and  
in te r e s t e d  in  a u d it in g  s tan d a rd s  b u t  who e i t h e r  a re  n o t CPAs o r  a re  CPAs no lo n g e r 
in  p u b lic  p r a c t ic e .
3C o p ies  o f  th e  E x p o su re  D r a f t  a r e  a v a i l a b l e  fro m  th e  O rd e r D e p artm en t o f  th e  
AICPA ( P u b l i c a t io n  Number G00485) a t  2 1 2 /5 7 5 -6 4 2 6 . S u c c e e d in g  i s s u e s  o f  th e  
W ashington R eport w i l l  d e t a i l  th e  recom m endations f o r  th e  p u b lic  company, fo r  th e  
SEC and o th e r  re g u la to ry  ag en c ie s , and fo r  ed u ca tio n . Comments on th e  Exposure 
D ra ft a re  due by 6/30/87  and shou ld  be s e n t  t o  th e  Commission a t  1701 Pennsy lvan ia  
A venue, N.W., W ash in g to n , D.C. 20006.
For fu rth er  in form ation  co n ta ct S h ir ley  Twillm an or  Joseph P e t ito  a t  202/737-6600.
AICPA Washington Report
American Institute of Certified Public Accountants
1455 Pennsylvania Ave., N.W., Washington, D.C. 20004-1007
A I C P A  1 0 0  
A CENTURY OF PROGRESS 
IN ACCOUNTING 
1887 1987
FIRST CLASS MAIL
